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On the Clearing System

20. "We must now explain the mechanism of the Clearing
System, which has been greatly misunderstood

It is usually supposed that the Clearing System is an example
of the great principle of Compensation, by which Debts are paid
and extinguished by being exchanged or set-off against each other:
as was the custom of merchants at a large number of continental
fairs: and in foreign treatises the Clearing House is usually
termed Maison de Liquidation, or Compensation

This, however, is a great misconception: and an explanation
of the mechanism of the Clearing House clearly illustrates the
distinction between the two systems of Commercial and Banking
Credit: Commercial Credit is only created to last for a certain
definite time, and is extinguished with the documents which em-
body it: Banking Credit is not intended to be extinguished at
any definite time : and it is not generally extinguished with the
documents which embody it

In many parts of the Continent it was the custom for mer-
chants to make their bills payable only at the great fairs in various
cities. In the meantime they circulated throughout the country,
and performed all the functions of money. At these fairs the
merchants met together and exchanged their acceptances: thus
the paper documents and the debts were extinguished simul-
taneously, by the principle of Compensation, or Set-off.
But by this device an enormous amount of commerce was carried
on, and debts were extinguished without the payment of one sou
in coin

But the purpose and effect of the Clearing System are very
different. When any number of the customers of the same bank
have transactions among themselves, and give each other Cheques
on their accounts, if the receivers of the Cheques do not draw out
the money, but pay them into their own accounts, the Credits are
simply transferred from one account to the other. The Cheque
is extinguished : but the Credit is not extinguished; it is only
transferred: and the same Credit may be transferred any con-
ceivable number of times from one account to another in the
same bank, to the end of time, without ever being extinguished at
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